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Abstract 
Most businesses nowadays cannot survive without lending money. In a quest for 
survival and expansion, companies need to resort to debt as equity alone cannot suffice 
the requirements. Whether it is financing a new project, meeting working capital or 
expanding to a new market, a company requires funding at each stage.  
Credit analysis is defined as the evaluation of the ability of a company to repay its 
financial obligations. In our country the credit or debt markets are not as mature as 
compared to global standards, hence there is excessive dependence on the traditional 
banking system. However, companies issuing bonds to raise finance is also not 
uncommon. 
Credit default or in simple words, inability to pay the debt, is one of the most dreaded 
risks in the financial world. A bank should ask for updated firm’s financial statements or 
additional financial information such as working capital, reserves, debtors, creditors, 
other bank loans etc, and comparative list with the previous year levels. 
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1. Introduction 
Crediting of legal entities as part of banking operations is extensive and complex process. When 
deciding whether to place funds, complex financial analyzes are made and the whole process 
takes longer compared to the process of crediting individuals.  
Often credit analysis is carried out using an objective quantitative credit scoring system. In an 
accounting based credit scoring system, the credit analyst compares various key accounting 
ratios of potential borrowers with industry or group standards and trends in these variables. 
Often the financial model is used to directly provide the inputs to the credit scoring system. 
However, practitioners are now moving towards a model of more rigorous statistical techniques 





In this paper we will focus specifically on the financial analysis prepared by the bank 
commercialist during the initial phase of credit process, also known in banking as balancing. 
2. Establishing first contact with the client and collection of the 
necessary documentation 
Once the client approaches the bank as a financial institution with a request for additional 
financial capital, the banker is taking the space and time to prepare for the initial conversation 
with the clients. The commercialist will try to get more information about the customer from all 
available sources, in particular: [1]  
• for his previous business cooperation with the bank 
• for its operations, including detailed financial data 
• for his position on the market 
• for his future development plans 
• for his management, the owners 
• information from the media. 
In this paper we are focusing specificallyon the part where the commercialist requests and 
collects from the customer the information about his work, as well as detailed financial data. 
 
2.1. Documentation that the client should submit to the bank 
 
The complete set of documents that a bank commercialist should have before starting the 
analysis of the company, as borrower, are: [2]  
 Application for a credit - a form given by the bank that the applicant, that is, the person 
representing the legal entity, will have to fill out; 
 Form for credit linked persons - this form should list all credit linked persons with the 
legal entity that appears as a loan applicant. Credit-related entities are those legal 
entities that are lending related to the legal entity that requires the loan. 
 Type of collateral - as collateral for the loan, several instruments may be encountered, 
such as bill of exchange, a notarized bill of exchange, pledge of real estate, pledge of 
equipment, 
 Current status issued by Central register, but not older than 6 months. 
 Final accounts (a complete set of financial statements) for the last 2 years. 
 Final balance list  - report for the current year as of the last quarter. 
 Analyzes on group accounts 12- Accounts receivables (Receivables from buyers), 22-
Accounts payable (Short-term liabilities to suppliers), 16-Receivables on the based on 
approved credits and 26-Liabilities for credits and loans . 
 Analytics of transaction accounts per month per banks. 
After obtaining the complete documentation, the commercialist also visits the company in order 
to directly check the information written in the financial statements, ie the final accounts. 
 
 





3.1. Balance sheet analysis 
When we have already collected all the necessary documentation from the customer, we start 
with the financial analysis (analysis of the financial statements of a company). [3]  
In the first part of the analysis, we analyze the financial statements for the last 2 years, ie the 
Balance Sheet and the Income Statement more specifically and in detail. We cumulate the data 
in comparative balances, as shown in figure 1. 
 
 




In the balance sheet, we pay more attention to the trend of movement of material assets, 
inventories and Accounts receivables (from buyers). We note whether material assets are rising, 
remain the same or are decreasing slowly, whether the company stores large inventories, which 
may mean that there is a problem with the sale and whether there are large amounts of 
outstanding claims from customers that might threaten the liquidity of the company. 
In our example, we can conclude that the land and buildings decreased in the second year, but 
for that reason, the company bought another inventory and transportation assets, thus the 
material assets are not reduced as a whole, but they show a small trend of growth which is a 
good indicator that the customer is stable company and maintains the level of tangible assets 
intended for smooth operation. 
When we analyze supplies, we can see that in the second year, the item for raw materials as 
well as the item for finished products are drastically increased in relation to the first year, which 
indicates that the company had a production and sales problem. Raw materials are rising 
sharply in the second year compared to the first, which may mean that the customer has a 
production problem, so it can not turn them into final finished products. There is also a growing 
increase in the stock of finished goods, which in turn can be an indication that the customer has 
a problem with the sales. But when we take into account the third, that is, the current year, we 
will notice that between the second and third years there is not a big difference, which may 
mean that the customer had a problem in the first year, and already in the next two years 
production has stabilized. 
When we move down and we come to receivables from buyers, we notice that the company in 
the second year in relation to the first has an increase in the demand for close to 50%, which 
can mean two things: in the first year there are fewer receivables due to the smaller volume of 
operation and smaller production, while in the second, with the increase in production, the 
receivables increase or, in the first year, the company had a higher percentage of receivables 
than in the second year. When discussing with the company's authorities it was determined that 
this increase in receivables is due to the increased production in the second year, which 
partially continues in the third year, ie, we notice a slight decrease in the receivables due to the 
changed policy of the company that credits its customers to a lesser period. By the end of the 
second year, the deadline for payment of invoices sent to customers was 45 days, while from 
the 3-rd year, with the decision of the manager of the company, this deadline was reduced to 30 
days. 
Finally, we must mention the money and cash equivalents in the assets, where we notice a 
drastic fall in the second year, unlike the first, which is due to the increase of the stocks, and 
already in the third year we see the growth of the money and cash equivalents at the expense of 
the fall in the stock of finished products, which means that the company has completed the 
process and the products have turned into money again. 
In the liabilities of the balance sheet (Figure 2 on the next page), we mostly look at the value of 
equity items, liabilities arising from borrowings and loans and liabilities to suppliers. 
In the this case, the amount of the capital is maintained at the same level, which means that the 
company is liquid and can generate cash inflows to finance its current operations without having 
to resort to capital sale in order to maintain liquidity. 
When we go to the liability item arising from borrowings and loans from banks and other legal 
entities, we note the same level of borrowing in the first 2 years, while in the third year the 
liabilities are increased by additional 100.000 euros. This borrowing is due to the costs of 
building a new production capacity that can be seen in the assets, where in the third year the 
item for land and buildings is growing. 
Finally we analyze the obligations towards suppliers that are increasing by almost 80% in the 




which slowly in the third year are transferred in money and cash equivalents, and in this period, 
there is a decline in the liabilities. 
From all this we can conclude that the company maintains a satisfactory level of liquidity and 
works on the gradual growth of the business and its expansion. 
 
 
Figure 2 – Comparative Balance Sheet Liabilities and Shareholder Equities 
 
3.2. Income statement analysis 
 
We do not retain too much by analyzing the income statement, although we do not dispute that 




has only one goal - to determine if the company operate with profit and if so, the trend of growth 
or profit reduction (Figure 3 on the next page). 
In particular, in our example, we can conclude that from year to year the company's revenues 
are decreasing, but we also note that operating costs are declining with the same trend, which 
leads to higher profits. The management of the company has found a way in which with lower 
costs to achieve greater profit, which is a positive signal and from this we can see their 











3.3. Analysis of buyers and suppliers 
 
The third part of the financial analysis is the analysis of buyers and suppliers. We make this 
analysis by looking at the analytics of accounts from the group 12 - Receivables from buyers 




                                     Figure 4 – Buyers                                                                            Figure 5 - Suppliers 
 
After a detailed analysis of analysts on accounts from group 12 Receivables from buyers and 22 
Liabilities to suppliers, we sort the ten largest buyers and suppliers according to the balance 
value and enter them into a table where the balance of each buyer and supplier is represented 
by a percentage. [4]  
From the column representing the percentage participation in the concrete example of the 
buyers, we can conclude that the company has more bigger customers, which is good from the 
point that if one of them cancels the cooperation, the company will have again partners to sell its 
products, which means it is not dependent only on one buyer. 
While at the table in which we have sorted the suppliers, we detect the risk that if the largest 
supplier, from wh6ich the company procures 40% of its raw materials, cancel the cooperation of 
the entity that we need to credit, there may be a slowdown in production, and with in the overall 
operation of the company. 
From the figure 5 we can see the role and place of analysis of financial statements in the whole 







The past decade has seen dramatic losses in the banking industry. Banks that had been 
performing well suddenly announced large losses due to financing / credit exposures that turned 
sour. In response to this, banks have almost universally embarked on an upgrading of their risk 
management and control systems whilst having to meet more stringent capital requirements. 
It is thus essential for banking executives and managers to equip themselves with the 
necessary analytical skills to proactively ask the right questions and to learn from the various 
experiences of banks to-date. 
A proper and sound financing / credit appraisal is crucial when presenting financing / credit or 
business recommendations as well as making important decisions within the bank.  
Credit analysis is more about identification of risks in situations where a potential for lending is 
observed by the Banks. Both quantitative and qualitative assessment forms a part of overall 
appraisal of the clients. This in general, helps to determine the entity’s debt servicing capacity, 
or its ability to repay. [6]  
Credit Analysis is about making decisions keeping in mind the past, present and the future. As a 
credit analyst, two days in life are never the same. The role offers opportunities to learn and 
understand different types of businesses as one engages with a multitude of clients hailing from 
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